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AUDITING PROCEDURES REPORT 
Issued under P.A. 2 of 1968, as amended.  Filing is mandatory.  
Local Government Type: 
   City   Township   Village   Other 

Local Government Name: 
City of Auburn Hills 

 
County 
Oakland  

Audit Date 
December 31, 2005 

 
Opinion Date 
May 4, 2006 

 
Date Accountant Report Submitted To State: 
     June 26, 2006 

We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in accordance 
with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for Financial Statements for 
Counties and Local Units of Government in Michigan by the Michigan Department of Treasury. 
 
We affirm that: 
1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised. 
2. We are certified public accountants registered to practice in Michigan. 
 
We further affirm the following.   "Yes" responses have been disclosed  in the financial statements, including the notes, or in the report of comments 
and recommendations. 
 
You must check the applicable box for each item below: 

 yes  no 1. Certain component units/funds/agencies of the local unit are excluded from the financial statements. 
 yes  no 2. There are accumulated deficits in one or more of this unit's unreserved fund balances/retained earnings (P.A. 275 of 1980). 
 yes  no 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as amended). 
 yes  no 4. The local unit has violated the conditions of either an order issued under the Municipal Finance Act or its requirements, or an 

order issued under the Emergency Municipal Loan Act. 
 yes  no 5. The local unit holds deposits/investments which do not comply with statutory requirements. (P.A. 20 of 1943, as amended 

[MCL 129.91] or P.A. 55 of 1982, as amended [MCL 38.1132]) 
 yes  no 6. The local unit has been delinquent in distributing tax revenues that were collected for another taxing unit. 
 yes  no 7. The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund current year earned pension benefits 

(normal costs) in the current year.  If the plan is more than 100% funded and the overfunding credits are more than the 
normal cost requirement, no contributions are due (paid during the year). 

 yes  no 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995 (MCL 129.241). 
 yes  no 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95). 
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May 4, 2006 

Honorable Mayor and Members 
    of the City Council 
City of Auburn Hills 
1827 North Squirrel Road 
Auburn Hills, MI 48326 

Dear Mayor and Council Members: 

We recently completed the audit of the basic financial statements of the City of Auburn Hills for 
the year ended December 31, 2005.  As a result of our audit, we have the following comments 
and recommendations for your review and consideration. 

Bank Reconciliations 

During the current year, it appears that all bank reconciliations were prepared in a timely 
manner.  We commend the City on the improvement in this area.  To further strengthen your 
controls in this area, we recommend that these reconciliations be initialed and dated by both the 
preparer and the reviewer. 

Water and Sewer Billings and Receivable Subledger 

As mentioned in previous years, the City is not reconciling the customer receivables subledger 
to the general ledger on a regular basis.  This resulted in an unreconciled difference at the end of 
the year.  It is very important for this reconciliation process to take place on a monthly basis so 
that any differences can be investigated and resolved in a timely fashion.  This process will also 
help to ensure that the balance reported in the general ledger is accurate and the accounts 
receivable system is working properly.   

State-shared Revenue 
 
The State’s fiscal year 2005/2006 provides for both constitutional and statutory revenue sharing 
at approximately $1.1 billion, which is essentially the fiscal year 2004/2005 funding level.  As in 
the past several years, revenue-sharing payments on an individual community-by-community 
basis for fiscal year 2005/2006 will be funded at approximately fiscal year 2004/2005 levels.   
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The governor’s proposed 2006/2007 budget did not include any additional funding for local 
governments.  As a result, it is expected that overall revenue-sharing payments to communities 
for fiscal year 2006/2007 will remain stagnant at the 2004/2005 level. 

Even though there is the expectation that revenue sharing will hold constant at prior year 
funding levels, continued caution should be exercised when budgeting this line item.  While it is 
good news that revenue sharing may be maintained at current levels, sales tax revenue would 
support an increase to total State-shared revenue payments.  However, for fiscal years 
2004/2005, 2005/2006, and 2006/2007, the appropriation in the State’s budget for revenue-
sharing payments is over $500 million less annually than amounts provided for in law and based 
on actual sales tax collections.  For those three years, revenue-sharing distributions are planned 
to be approximately $1.6 billion less than amounts provided by statutory formulas.  There 
appears to be no long-term solution to the State’s structural deficit in its General Fund, and as 
long as this condition exists, revenue-sharing remains at risk and a return to past funding levels is 
not likely in the foreseeable future. 

State-shared revenue accounts for approximately 13 percent of the City's total General Fund 
revenue for the year ended December 31, 2005.   The table below details State-shared revenue 
for the City over the past six years, broken out by statutory and constitutional portions: 

Actual Actual Actual Actual Actual Estimated
FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006

Constitutional 1,276,624$         1,289,596$      1,311,262$      1,309,007$      1,361,104$      1,387,947$     

Statutory 691,494              620,953           515,163           301,528           252,154           217,233          

Total payments 1,968,118$         1,910,549$      1,826,425$      1,610,535$      1,613,258$      1,605,180$     

Dollar change (57,569)$         (84,124)$         (215,890)$       2,723$             (8,078)$           
Percentage change -2.93% -4.40% -11.82% 0.17% -0.50%  

While the City’s constitutional revenue-sharing payments have been increasing slightly, the 
statutory piece of revenue-sharing has dropped approximately $439,000 since 2001.   

If the State were to eliminate the statutory portion of revenue-sharing (as the constitutional 
portion cannot be modified without a change to the State’s constitution), the City has 
approximately $217,000 at risk in its General Fund budget based on 2006 estimated funding 
levels.  In addition, the statutory formula expires in 2007 and requires action by the Legislature.  
We will continue to update the City as developments occur.   

The revenue-sharing act does provide that a city, village, or township with a minimum                
10 percent population growth confirmed by a special census, and levying at least one mill, is 
eligible for an annual payment for a portion or all of the growth population.   Even if the City 
meets these criteria, funds for the special census payment must be appropriated by the 
Legislature.   
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Retiree Health Care Funding 

The Governmental Accounting Standards Board (GASB) recently issued a new standard 
accounting for retiree health care.  As you know, the promise to provide health care to retirees 
is very similar to the promise to provide pension benefits.  As a result, GASB has proposed 
changes that would result in the City having to have an on-going actuarial valuation to define the 
liability for its retiree health plan, and to recommend an annual contribution. That liability would 
need to be disclosed in the financial statements.  In addition, the City's funding status, or the 
progress it has made in accumulating assets to pay for this liability, would also need to be 
disclosed.  These changes are effective starting in 2007.   

As you know, to date, the City has been setting aside money to fund its retiree health plan and 
currently has about $2,500,000 set aside.   We commend the City for the foresight to begin 
prefunding this liability but also caution that the annual contribution may increase once the new 
pronouncement is fully implemented. 
 
Transportation Matters 

The State experienced lower than anticipated Act 51 receipts for the State’s 2004/2005 fiscal 
year which ended September 30, 2005.  Plante & Moran, PLLC publishes annually forecasted 
Act 51 distribution rates which we receive from the State and are based on its forecast of 
anticipated collections at the State level.  If actual collections are less than amounts forecasted by 
the Michigan Department of Transportation, this could likely result in revenue less than 
budgeted amounts in the City’s Major and Local Street Funds.  There is also a concern about the 
State’s forecast for fiscal year 2005/2006.  We encourage the City to be conservative in 
budgeting Major and Local Street Funds revenue.  In addition, both of the City’s Street Funds 
currently have deficits.  The Major Street Fund’s deficit is $129,508 and the Local Street Fund’s 
deficit is $86,012. 

In 2004, the Legislature modified Act 51 to allow local governments to transfer monies from 
their Major Street Fund to their Local Street Fund if a surplus existed.  As a condition of the 
transfer, the amended law requires that certain conditions be met, including the adoption of an 
asset management process for the Major and Local Street systems.  It is important to note that 
these provisions sunset December 31, 2008.  Without an extension of this provision, a transfer 
from the Major Street Fund to the Local Street Fund can only be done to the extent that local 
revenues exist in the Major Street Fund.  There is also currently legislation proposed that would 
allow for the combination of the Major Street Fund and the Local Street Fund if certain 
conditions are met.   

As part of the governor’s fiscal year 2006/2007 budget proposal, a road funding program has 
been introduced which would provide approximately $400 million to be used by local 
governments as federal match monies on local road projects.  The program requires legislation 
before it becomes effective. 
 
 
 



Honorable Mayor and Members 
of the City Council  

City of Auburn Hills, Michigan  May 4, 2006 
 

  4

Local Government Finance Model 

In 2005, the governor created a local government fiscal task force to study the financial 
challenges of Michigan local governments.  While their report was originally due by November 
30, 2005, the local government fiscal task force held its first meeting in September 2005.  A 
report from this group is expected in 2006.  Unrelated to the local government fiscal task force, 
Citizens Research Council is conducting a study focused on documenting the nature and extent 
of structural fiscal problems facing local governments and to catalogue local services and 
activities for local units (with the intention that local governments will use this information to 
study the possibility of greater collaborative efforts to optimize government resources). 
 
Tax Matters 

The governor and the Legislature spent considerable time in 2005 on business tax reform with 
specific focus on the Michigan single business tax.  The final approved business tax reform plan 
appeared to spare local governments from any negative impact of the changes.  A key 
component to this plan is a significant credit on personal property taxes paid by certain 
businesses.  Many questions have arisen from these proposals such as who determines the 
property that qualifies for credit, how will local governments be reimbursed by the State for the 
lost tax revenue as is the stated intention, etc.  Currently, the plan as passed provides for a 
personal property tax credit for certain businesses on their Michigan single business tax return.  
After the approval of these changes, new discussion and debate are ongoing regarding the 
complete repeal of the Michigan single business tax.  While single business tax is not the source 
of revenue-sharing payments to local governments, the repeal of the single business tax without 
replacement revenue or a corresponding reduction in State spending may impact the State’s 
ability to fund statutory revenue-sharing. 

Municipal Finance Act Revisions - Reminder 

The Municipal Finance Act was amended several years ago.  Communities are now required to 
submit a filing once a year with the Michigan Department of Treasury.  The old 10-day 
“exemption from prior approval” process has been eliminated and is replaced with this 
qualification process.  This filing will serve as a preapproval for future debt issues.  The current 
filing is due within six months of the City’s year end (June 30, 2006) and is good for one year 
thereafter.  The City should consider the need to file a qualifying statement for each of its 
component units. 
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We would like to thank the City for the continued opportunity to serve as your auditors.  The 
audit process this year was much improved from the previous year.  If there are any questions 
about your financial report or the above comments and recommendations, we would be happy 
to discuss them at your convenience. 

Very truly yours, 

Plante & Moran, PLLC 

Beth A. Bialy 

 

     Carolyn L. Lorenz 

 




